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The UN's Economic Commission for Latin America and the Caribbean (ECLAC) reports that
Paraguay's economy slowed markedly in 1994 because of dismal performance in the agricultural
sector and sluggish growth in the industrial sector. As a result, open unemployment jumped by
at least five percentage points, decreasing average income for most households during the year.
Meanwhile, although the government did manage to reduce inflation compared with 1993, the
consumer price index (CPI) remained above the government's original target for the year.
According to preliminary estimates by ECLAC, released in early January, the GDP grew by 3%
last year, representing more than a full percentage point drop compared with the 4.2% economic
expansion registered in 1993. ECLAC generally blames last year's slump on a marked drop in output
for some principal agricultural goods, plus stagnation in many other farming activities. Unprocessed
cotton and soybeans account for about 70% of Paraguay's exports. Both those crops, however, were
hard hit in 1994 by uncontrollable plagues, plus particularly poor weather conditions during much
of the year. To counter those problems, the government did attempt to provide special sources of
financing for farmers. In October, for example, the government announced the sale of US$26 million
in domestic treasury bonds to raise funds to provide soft-term credit to farmers.
The government even offered domestic banks special incentives to purchase the bonds, including
a drop in the level of cash reserves that banks are legally required to maintain from 25% to 18%
for those institutions that agreed to buy bonds. These efforts did contribute to an expansion in the
area planted in soybeans and cotton last year, but not enough to offset the drop in output caused by
bad weather and pests. According to preliminary estimates by the Central Bank, in 1994 the cotton
harvest dropped by about 12% compared with 1993, while the soybean harvest remained stagnant
at 1993 levels. In addition, meat production dropped by about 22% in value last year, and wood
production also declined. The industrial sector as well demonstrated sluggish performance, at best.
Production of soft drinks and tannin (used to tan and toughen hides) did increase slightly last year.
But packaging and storage facilities for frozen goods reported a marked drop in activity during the
year, according to ECLAC.
The economic downturn greatly aggravated unemployment problems. The slump in agriculture
particularly affected employment trends, since the agricultural sector alone provides temporary
employment each year for about half of the country's 1.8 million economically active population
(EAP). According to the government's Technical Planning Secretariat (Secretaria Tecnica de
Planificacion), open unemployment grew to 20% last year, more than five percentage points more
than in 1993, when unemployment remained slightly below 15%. In addition, underemployment
affected another 20% of the EAP last year, bringing the total unemployment rate in 1994 to about
40% of the work force. The employment problems in turn helped depress average wages for most
households during 1994. According to ECLAC, Paraguay has the lowest average wages in the
Southern Cone. Total salaries and benefits for workers in Paraguay's industrial sector, for example,
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are about one-third the level enjoyed by workers in Argentina, and one-half the level registered
in Brazil and Uruguay. Not surprisingly, then, labor and campesino protests remained constant
throughout 1994. In March, some 50,000 campesinos held a protest demonstration in the capital
to demand a hike in the price for cotton paid to small farmers. And, in May, the country's two
most powerful labor federations Central Unitaria de Trabajadores (CUT) and Central Nacional de
Trabajadores (CNT) held the first general strike in Paraguay in 35 years to demand a 40% hike in the
minimum wage.
The protests successfully pushed the government to grant a 10% increase in minimum wages in
July (see NotiSur, 07/21/94 and 08/11/94). Meanwhile, the Central Bank reports that annual inflation
dropped to 18.3% in 1994, nearly two percentage points below the 20.4% inflation rate reported
in 1993. The decline in the CPI last year reversed an inflationary spiral that had begun in 1992. In
1991, inflation had reached a low of 11.8%, but in 1992 it jumped to 17.8%, and in 1993 it had edged
up to 20.4%. Still, notwithstanding the drop in CPI last year, the 18.3% inflation was more than
three percentage points above the government's original target of 15% for 1994. According to the
government, the increase in minimum wages in mid-1994 largely accounts for the failure to meet the
year-end target. Indeed, the Central Bank's monthly inflation figures demonstrate a marked climb in
inflation after July, when the government granted the wage hikes.
In May and June, the government reported record lows in the CPI of just 0.5% per month. But in
July, monthly inflation jumped to 1.4%, and then it climbed fairly steadily throughout the rest of the
year, peaking at 1.8% in November. This year, the government has set an annual inflation target of
9%. Nevertheless, the government will be hard pressed to meet that goal, since Congress decided
in November to raise the minimum wage for civil servants in 1995 by 15%, despite opposition by
the executive. The increase will be granted in two installments, 10% in January and another 5% in
July. According to the Treasury Ministry, the wage hikes will in turn increase the government's 1995
budget by nearly US$80 million, aggravating the fiscal deficit. (Sources: Notimex, 11/29/94, 01/01/95;
Agence France-Presse, 07/27/94, 10/27/94, 11/14/94, 11/23/94, 11/28/94, 12/22/94, 01/01/95, 01/10/95)
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